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Can We Control Inflation 
In a Garrison State? 


By Kenneth E. Boulding 


The rise in the cost of living above all previous records, and 
the prospect of a further rise have aroused most citizens to a 
tremendous interest in the problem of inflation. Indeed, infla- 
tion is likely to be the dominant economic problem of the coming 
generation, as deflation and unemployment were of the last. 


Nature of Inflation 


Inflation is a highly complex set of events and circumstances, 
and cannot be compassed in a single definition. Like most social 
problems that deeply beset us, this one cannot be explained in 
easy fashion with a few neat clichés. You will have to be will- 
ing to sweat out this issue with me. The principal characteristic 
of inflation is a rise in the general level of prices (including 
money wages as prices). Because all prices do not rise in the 
same proportion it is generally impossible to measure the rate 
or degree of inflation exactly. Nevertheless when the various 
indexes of prices, such as the wholesale price level or the cost- 
of-living index, more than double, as they have done in the past 
ten years, there can be no doubt in anyone’s mind that inflation 
has been taking place. Another way of stating the same thing | 
is to say that inflation is a decline in the purchasing power of the 
dollar; the dollar today will buy only about half as much as it 
did ten years ago. 


Symptoms and the Disease 


The rise in the general level of prices which is the usual 
measure of inflation is merely a symptom of the disease. It is, 
| moreover, a symptom which may be suppressed for a time by 

price control and rationing, though it cannot be suppressed in- 
definitely. The price level alone, therefore, especially in short 
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periods, will not tell us exactly how great is the inflationary 
pressure. The price level is the thermometer of inflation, but 
not the heat! 


The “heat” of inflation is the expenditure of money in excess 
of the total value of things available for purchase at the existing 
price level. The total volume of money expenditure may in- 
crease for two reasons; either because of an increase in the total 
quantity of money, or because of an increase in what is called 
the ‘velocity of circulation.” Even if the total quantity of money 
in the possession of the people does not change, the total volume 
spent may rise or fall simply because people are spending money 
“faster” than before. Small changes in the total money spent, 
and small changes in price levels may sometimes be accounted 


About the Author 


When the editors of Social Action 
began looking for an author of an 
issue on America’s number one eco- 
nomic problem — inflation — they 
held three hopes. They wanted an 
economist respected by his col- 
leagues as in the top rank of his pro- 
fession. For we wanted an article 
that was careful and competent, that 
would give the readers of this mag- 
azine the kind of social analysis 
which would provide some thread 
of meaning to the commentaries, 
news stories, and governmental pro- 
nouncements which flood in upon 
the American citizen. But we want- 
ed an economist who had a real 
passion to communicate what he 
knew so that a layman genuinely 
concerned about inflation could fol- 
low his: analysis. Beyond this we 
sought an economist who had strong 
teligious convictions and had 
thought much about the relation of 
Christian ethics to economic prob- 
lems such as inflation. 
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We believe we have found such 
an author in Dr. Kenneth E. Boul- 
ding, professor of economics, Uni- 
versity of Michigan. Dr. Boulding, 
to whom Fortune recently referred 
as “that fertile writer, theorist, 
Quaker, pacifist, Kenneth Boulding, 
who has related economics to reli- 
gion,” is the author of one of the 
most authoritative and widely used 
economic theory texts in America, 
Economic Analysis (Harpers, 1948). 
Other works include Economics of 
Peace (Prentice-Hall, 1945) and A 
Reconstruction of Economics (John 
Wiley and Sons, 1950). 

Dr. Boulding studied economics 
as the Webb-Medley Junior Scholar 
at Oxford and as Commonwealth’ 
Fellow at the University of Chicago. 
He setved as economist with the 


League of Nations Economic and — 


Financial Section. He has taught po- 
litical economy and economic theory 


at Iowa State College and McGill 


University. 


for by changes in the speed with which money “changes hands” 
or circulates. Large changes in the price level, however, such as 
we have experienced in the past ten years, are always a result of 
changes in the total quantity of money. 


War and Inflation 


Changes in the quantity of money sufficient to cause serious 
inflation are almost invariably the result of government deficits 
incurred as a result of war. The relationship is a direct one. A 
“cash deficit” of government means that the government is pay- 
ing Out to private citizens more money than it is taking in from 
them. The difference between what it Pays out and what it takes 
in, in any period is the increase in the quantity of money in 
pfivate accounts—private creation or destruction of money not 
being considered. , 


Thus if the government in any period takes in (from taxation 
and other sources) 100 million dollars out of the accounts of 
the people, and pays out (in wages, salaries, payments’ for pur- 
chases, interest, pensions, etc.) 120 million dollars, then there 
must have been an increase of 20 million dollars in the money 

holdings of the people. If government receipts come not only 
from taxes and the sales of goods but from the sale of govern- 
ment bonds, these bonds are also added to the assets of private 
citizens, and may represent a near-substitute for money and so 
add to the inflationary pressure. If government bonds are sold 
to banks the result is an increase in bank deposits (money) in 
private non-bank hands roughly equivalent to the amount of the 
bonds sold. This means a greater inflationary pressure than if 
the bonds had been sold to private persons. 


Effects of Inflation 


The more basic causes of inflation cannot be understood with- 
out a prior consideration of its effects. The most striking effect of 
inflation is the redistribution of income. Generally speaking those 

whose incomes or assets are fixed, or at least not easily adjustable, 
are made worse off by inflation; those whose incomes (profit) are 
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derived from the ownership of “real” assets are made better off. 
Debtors are generally made better off by inflation, at the ex- 
pense of creditors, for debt is almost always reckoned as a cer- 
tain sum of dollars. Thus a farmer who has a mortgage of 
$10,000 on his farm can pay it off very easily if there is an in- 
flation, for his money income rises along with the rise in prices, 
but the debt remains the same. Creditors and receivers of inter- 
est, on the other hand, find that they are worse off than before. 
They receive the same sum in dollars, but these dollars have 
smaller purchasing power. 

The distribution of income is affected in similar ways, but in 
the opposite direction, by deflation. Creditors and the recipients 
of fixed money incomes, such as pensions and annuities, gain 
at the expense of the ordinary shareholder and businessman. The 
distributive effects of deflation, however, are further compli- 
cated by the fact that deflation usually gives rise to unemploy- 
ment, which in itself creates a sharp shift in the distribution of 
income within classes between those who are employed, or whose 
resources are employed, and those who are unemployed. 

Inflation, on the other hand, generally results in something 
approaching full employment, unless it leads into what is called 
“hyperinflation.” This is a situation in which all faith in the 
stability of the purchasing power of money collapses, and the 
price level rises almost vertically—the kind of thing that hap- 
pened in Germany after World War I and in Hungary after 
World War II. In hyperinflation the disorganization of all cus- 
tomary economic relationships may lead to unemployment; 
normally, however, inflation and full employment are associated. 

For this reason, among others, inflation is much more popular — 
and over the long pull of history has been more frequent in its i 
occurrence than deflation. Another, and less subtle reason, is 
that inflation has been an easy way out of the financial difficul- © 
ties of sovereign states. When the state cannot raise enough - 
money by taxation to pay for its extravagances, it inevitably finds 

a it necessary to resort to some form of money-creation. Hence the © 
te history of almost all currencies has been a steady decline in the 


purchasing power of the unit. The United States in the past 150 
years has been a remarkable exception to this rule. 


“Need” Served by Inflation 


Inflation—and also deflation—is not an arbitrary phenom- 
enon which arises merely because of the whim of the state or 
the people. It is an expression of a deep-seated “need” of the 
economic system and has a “purpose” to accomplish. This 
“need” and “purpose” is not of course conscious—indeed it is 
generally quite unrecognized. Nevertheless we must ask what 
inflation is trying to bring about. Only by understanding this 
can we understand the fundamental conditions which give rise 
to it, and what must be done if it is to be stopped. Roughly 
speaking, inflation can be regarded as an attempt to check “over- 
consumption.” Society cannot possibly consume and accumulate 
more than it produces. If, say, in a given year a closed society 
(z.é., a society without imports or exports) produces 100 billion 
dollars worth of goods and consumes 80 billion dollars worth, 
there must be 20 billion dollars worth “left over” which is 
added to the total stock of goods. If now people’s incomes and 
tastes are such that consumers are trying to consume 90 billion 
dollars worth, and households and business together are trying 
to accumulate a further 20 billions, the value of the total output 
must rise to 110 billion dollars. If the economy is at full 
employment so that there cannot be any increase in physical 
output, the only way in which this can be accomplished is 
through a rise in prices. . ae 

To put the matter in,another way: What is “available” for 
households to purchase consists of the total output of goods, less 
what government and businesses take out of the “pot” for their’ 
own uses. If the total value of goods available for households at 
current prices is less than the amount of money which house- 


holds wish to spend, there must be a rise in prices, in a free 


market, in order to “ration” the available goods. If prices under 
these circumstances are prevented from rising by price controls, 


“shortages” will develop; that is, at prevailing prices people will 
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be willing to buy more than is available for purchase. Under 
these circumstances stocks of consumables will decline sharply. 
The shelves of the stores empty. Some form of rationing, whether 
an informal kind of the under-the-counter variety, or whether 
formal governmental rationing, must develop. 


Object of Inflation 


The object of inflation, therefore, whether it is overt or sup- 
pressed, is to reduce the consumption of the people, or to put 
it quite brutally, to reduce the general standard of living to what 
is “available.” Inflation cuts the coat to fit the cloth. It is, hew- 
ever, a very ineffective instrument for this task. If we could 
have a rise in prices without any rise in money incomes, of 
course, consumption would be cut sharply and the object of the 
inflation achieved almost immediately. Unfortunately, however, 
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from the viewpoint of achieving a reduced level of living, as 
prices rise incomes rise too. This occurs because the incomes of 
most people depend on prices of some kind. Farm incomes, for 
instance, rise as the prices of agricultural commodities rise, and 
labor incomes rise as money wages rise. If everybody’s income 
rose along with the rise in prices the inflation would not be able 
to achieve its object of reducing consumption, and would be- 
come progressively faster. When an inflation utterly fails to 
achieve its purpose in this direction it collapses into “hyper- 
inflation.” 


Redistribution of Income in Inflation 

An inflation, however, frequently achieves its object without 
collapsing into hyperinflation. It does this by bringing about a 
redistribution of income. We have seen that inflation shifts in- 
come away from pensioners, bond and mortgage holders, the 
receivers of interest, people with fixed or “sticky” salaries or 
wages, and shifts it toward farmers, businesses and the makers 
of profit. Wage earners generally occupy an intermediate posi- 
tion. There seems to be some tendency for them to lose ground, 
relatively, during an inflation, as wages are not so rapidly ad- 
justed as the prices of most consumable goods, but the effect is 
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slight. Paradoxically enough it is organized labor that tends to 
lose ground most during an inflation. In such a period the wages 
of unorganized workers generally rise faster than the wages of 
organized workers. 

Generally speaking the people who lose most by an inflation 
are the “consuming classes,” those whose consumption is large 
in relation to the contribution which they make to the current 
national product: widows, orphans, old people, pensioners, and 
so on. This is important for Christians to understand, for they 
are always obligated by their gospel to help those who are made 
victims of social forces. The people who gain by an inflation 
are the business classes, the profit makers whose consumption 
is usually much less than their income. As a result of this redis- 
tribution the consumption of those who are hit by the inflation 
is sharply curtailed, whereas the consumption of those who 
benefit may not be greatly expanded, and their increased in- 
comes are saved. If this effect is sufficiently large the inflation 
may be “successful” in the sense that it does not show any ten- 
dency to accelerate, and may even slow down. 


Taxes and Control of Inflation 


We can see now why economists generally regard taxation as 
the principal key to the solution of the problem of inflation. It 
may truly be said that taxation is a substitute for inflation. In- 
deed, the principal function of the tax system is not to “raise 
money for the government to spend.” Government, having the 
power to create money, need never lack for it. The chief pur- 
pose of taxation is rather so to adjust the cash holdings of private 
persons and institutions that there is neither inflation nor de- 
flation. Taxation, in and of itself, operates directly to reduce 
consumption. It accomplishes directly, therefore, the indirect ° 
purpose of inflation. 

We can see that this is so if we ask ourselves what would 
happen if government, continuing its expenditures, neglected 
_to collect any taxes. The goods and services which were pur- 
chased by the government would be withdrawn from the private 
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part of the economy, thus diminishing the goods available for 
household purchases. We see this very clearly during a war, 
when the absorption of a large part of economic production by 
government to maintain and equip the armed forces means that 
less automobiles, washing machines, houses, food and clothing 
are available for evilians. If government collected no taxes, at 
the same time that goods were ‘cone withdrawn from the civilian 
population, money would be poured into their pockets by the 
government expenditures. 


These circumstances would issue in a sharp rise in prices, in 
order to try to “ration” the available goods. This rise in prices, 
however, as we have seen, may be self-defeating, for it leads to 
further rise in incomes. It may also lead to an ever more rapid 
spending as people lose faith in the stability of the value of 
money. The rise in prices would also lead to evef greater gov- 
ernment expenditures and an ever greater quantity of money 
pumped into the people’s accounts. The situation would soon 
collapse into hyperinflation. If now we suppose the collection 
of taxes to be restored, two things result. Money is taken out of 
the private circulation into government by the taxes. And the 
purchasing power of the public is thereby reduced. If the tax 
collections are sufficient to reduce the purchasing power of the 
public to what is available for it to buy at current prices, there 
will be no inflation. 


If there is an expansion in the amount of goods and services 
absorbed by government (for example, due to a war) at a time 
when there is full employment, this expansion will be inflation- 
ary even if the budget is balanced. The absorption of goods 
and services by government means that there is a smaller quan- 
tity available for private consumers. If the budget is balanced 
this means that the quantity of money in the hands of private 
people is not diminished, and we may reasonably expect about 
the same volume of expenditure as before directed towards a 
smaller supply of goods, with consequent rise in prices. If an 
expansion of government absorption of goods and services is 
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not to be inflationary there must actually be an excess of taxation 
over government disbursements, so that there is a removal of 
money from private hands—that is, there must be a budget sur- 
plus. This is such an extremely unlikely event in wartime that it 
is not difficult to see why wars have almost without exception 
been inflationary in their effect. 


Price and Wage Controls 


In concluding discussion of these more technical economic 
aspects of the problem we should examine now the significance 
of price and wage control over inflation. We have seen that a 
rise in the general level of money prices and wages is a symp- 
tom of a deep-seated disease rather than a disease itself. Never- 
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theless we should not rush to the conclusion that any attempt 
to control the symptoms is undesirable. Yet an attempt to con- 
trol symptoms merely, without at the same time attacking the 
deeper sources of trouble, may indeed be doomed to failure. 


Price and wage control may be of some assistance in con- 
trolling the sources of inflationary pressure as well as in sup- 
pressing its expression. In so far as it does lead to rationing, 
whether formal or informal, it acts as a direct control on con- 
sumption. Thus it achieves directly what a rise in prices would 
only achieve indirectly and by a serious disturbance in income 
distribution. In so far also as price control leads to confidence 
in the future stability of prices it leads to a decline in the velocity 
of circulation and a lessening of the immediate inflationary pres- 
sure. If people are afraid that prices are going to rise they will 
rush to buy almost anything they can lay their hands on, and 
will want to diminish their holdings of money. This action in 
itself creates the very tise in prices which was anticipated. If by 
means of price and wage control we destroy the expectation of 


rising prices, we destroy also much of the motivation for ex- 


cessive spending, and hence actually reduce the inflationary 


pressure. 
Price and wage control can only be effective, it must be em- 
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phasized, as long as the inflationary pressure is mild. It repre- 
sents a dam which can help to control a small flood, but is help- 
less in the face of a great one. If the inflationary pressure is too 
strong black markets will inevitably develop and the system of 
control will break down. 


Ethical Problems Raised by Inflation 


Grave ethical problems are raised by inflation and by defla- 
tion to which Christians must become sensitive. At first sight 
mere changes in the general level of prices might not seem to 
create any serious ethical problems. It has often been pointed 
out that the absolute level of prices is a matter of very little 
significance. Thus if we decided tomorrow to call every cent a 
dollar, wherever it occurred in the economic system, all prices, 
all wages, all incomes, all debt would rise a hundredfold. But 
nobody would be any the worse off, or the better off. The change 
would have no more significance, either economic or moral, 
than a universal shift in a decimal point. 


The economic and moral problems arise in the process of in- 
flation (or deflation) and arise because of the fact that all prices, 
incomes, debts and so on which are measured in money dé not 
change in the same proportion. Hence the inflationary process 
gives rise to these marked shifts in the distribution of wealth 
and income which we have noticed earlier. In general, the nature 
of the distribution of income is closely related to the moral 
problems of achieving a just and free society. In particular, tre- 
mendous ethical problems arise because both inflation and de- 
flation create a sharp disparity between the private interest of 
individuals and the general interest of society as a whole. 


Fairly general agreement exists that higher ethical conduct 


is represented by action in the interest of the “whole” than by 


action in the integest simply of the individual concerned. For 
Christians, loyalt God revealed by Christ should always 
widen our interests and concerns. But at once a set of ethical 
problems confronts ys. in connection with the definition of the 


“general interest” ipa particular situation. To what “whole,” 
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for instance, should it refer—family, nation, world, church? And 
how is the general interest measured? 


Real moral problems of this sort are involved where “mild” 
inflation or deflation is in question. It is by no means certain, 
for instance, that an absolutely stable price level is most desir- 
able, let us say from the point of view of the majority in our 
national economy. Possibly a certain amount of instability in 
the price level is actually desirable. It may, for example, promote 
a faster rate of economic progress by constantly “disinvesting” 
the ancient vested interests, and allowing the more energetic 
members of society to deprive the slothful and foolish of their 
inherited wealth. Something may even be said, on rather similar 
lines, for a moderate cycle in employment. Full employment 
has its “costs” and we should not assume without further ques- 
tion that an abSolutely stable level of employment -is the most 
desirable. 

Nevertheless, where deflation and depression bring conditions 
such as those in 1932, or where inflation results in a doubling 
of the price level in ten years, pretty clearly a real evil is in- 
volved. For the kind of inflation and deflation problems with 
which our society has been wrestling, fine arguments about the 
exact point at which things are “best” are irrelevant. We are 
dealing with large and obvious evils, and we need to go after 
them with meat axes and bulldozers, not with scalpels and salt 
spoons. 


Conflict of Individual and Public Interest 


In our situation the most acute ethical problems arise not in 
theory (what is the right thing to do) but in practice (how does 
one do it). In both inflation and deflation a sharp conflict arises 

_ between behavior which is fairly obviously in the public interest 
and behavior which is directed toward one’s ‘private preserva- 
ion or advancement. If a person is sure'of a coming inflation, 
he should in order to protect his own relative position in society 
sell all bonds and reduce money holdings to an absolute mini- 
mum, buying those things which seem mést likely to rise in 


~*~ 
x 
x 


price. This action in itself, however, adds to the inflationary 
pressure. If indulged in by enough people it may actually create 
an inflation even in the absence of other inflationary forces. 


Similarly if one anticipates a deflation the thing to do, for 
one’s own personal advantage, is to sell as much as one can and 
hoard money, for in a deflation money is constantly rising in 
value. The moral problem in this case is particularly acute for 
a businessman. If he expects a severe deflation with reasonable 
certainty the only way in which his business can survive may be 
for him to liquidate as much as possible, fire as many workers 
as possible and shut down his plant. If he attempts to run his 
plant in a period of sharply falling prices he will almost in- 
evitably make losses of a magnitude which may bankrupt him. 
By taking precautions against a depression, however, he helps 
to bring it on. By selling off his inventories he accentuates the 
deflationary pressure. By reducing his output and laying off his 
men he diminishes income everywhere and adds to the defla- 
tionary spiral. 


Christian Perfection 


Now it is clearly part of Christian perfection to follow the 
general interest even at the complete sacrifice of our own. If 
we are completely given over to Divine love, if we believe that 
all children in the world are equally dear to God, then we 
identify our own welfare with the welfare of the whole family 
of mankind, or even of all creation. This is what love of our 
neighbor as ourselves means: to achieve the kind of detachment 
from interest in self which enables us to see ourselves as we 
really are, as one among many, and to order our behavior in the 
light of our apprehension of the whole rather than of the part 
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which we constitute. In the moral sphere this change corresponds 


j 
somewhat to the new apprehension in metaphysics that we live 
in a “public” world of space and time, and that we are not actu- _ 
ally the center of a real horizon that moves with us as we walk. — 


The kind of moral maturity which is involved in Christian 
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pertection, however, is a matter of slow growth, and we do not 
understand too well the nature of the laws which govern its de- 
velopment. We certainly cannot assume that many people 
achieve moral maturity, and even those who subscribe to the 
ideal of Christian perfection are aware of how far they fall 
short of it in their own conduct. Therefore, the pressing task 
confronts us of so ordering the institutions of social life that for 
any individual the private and the social interest do not diverge 
too far. We may not want to achieve, even if we could, a com- 
plete identity of the private and the social interest; otherwise 
the moral resources of men would never be tested and character 
would not develop. Perhaps there is an optimum amount of 
temptation for the development of moral fiber. Nevertheless, 
in this world our problem nearly always seems to be too much 
rather than too little temptation. Too great temptation is even 
more destructive to the moral character than too little. If we are 
constantly placed in situations where divergence between our 
self-interest and the general interest is so great that we abandon 
the general interest in favor of our own, the lapse eventually 
becomes a habit and the sense of identification with the general 


interest which is the essence of all morality and the very cement 


of society itself is weakened. 


Law and Public Morals . 


The whole business of law is to create “‘artificial”’ mechanisms 
in society which will diminish for each individual the gap be- 
tween his own and the general interest. The chief mechanism is 
the creation and enforcement of penalties for actions which 
would otherwise be in the private but not in the public interest. 
The punishment of theft is a good case in point. Without legal 
sanctions it would often be in the private interest of an in- 
dividual to steal. The prosperity of society at large, however, 

depends upon respect for property rights. Hence, stealing is 
very rarely in the public interest. The object of legal institutions 
therefore, is to introduce an element of risk of private loss into 
actions which otherwise result in a private gain at public expense. 


Ly 
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Theft’ by Inflation 

Inflation and deflation have almost the same kind of effect 
on society as theft on an enormous scale. Both inflation and de- 
flation redistribute the wealth of society, as theft redistributes it, 
without process of law and without consent. Even a small 
amount of deflation, and large amount of inflation, may have 
the further effect that much wealth is destroyed in the process. 
It is evident that the ordinary processes of law are helpless in 
the face of movements of this kind. This is because the legal 
concept of property is essentially a physical concept. Theft in 
law is the removal of some physical object from its lawful to 
some unlawful custodian. The economically significant concept 
of property however is a value concept, which may roughly be 
identified with a purchasing power concept. Thus a man who 
steals my purse commits theft; but if by inflation the value or 
purchasing power of what is in my purse declines, no theft, in 
the legal sense, has been committed, yet as far as the effect on 
me is concerned the two are virtually identical. The history of 
our society indicates that while we have been moderately success- 
ful in preserving the rights of physical property, we have been 
very unsuccessful in preventing that instability of the economy 
which may be even more disturbing than outright lawlessness. 


The Economic Task of Government 


The task of maintaining stability in the economic system is 
inescapably a task of government. Indeed, it may properly be 
said that the principal economic task of government (that 
organization within the body of society which is specifically 
charged with the protection and good order of the whole society ) 
is to “govern” in the sense in which a governor of an engine 
governs. Government should be a thermostat to keep the eco- 
nomic and social temperature steady. Cycles large enough to 
bring widespread misery are an evidence of an inadequate gov- — 
erning mechanism. 


Thus the house with a hand-fired furnace run by a somewhat — 
inexperienced or absent-minded householder exhibits a marked 
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temperature cycle. Indeed, it may almost be said to have only 
two temperatures, too hot and too cold. If the house is cold the 
fireman goes down and opens up drafts and shovels coal on the 
furnace, with the result that in a little while the house is too 
hot; whereupon the fireman goes down again and shuts the 
draft and banks the fire, with the result that in a while the 
house is too cold again, and the cycle repeats itself almost in- 
definitely. Even in a house with a thermostatically controlled 
furnace there is still a temperature cycle; the temperature has 
to rise a little above the level set in the thermostat before the 
furnace is turned off, and a little below this level before it is 
turned on. The lag between turning on the furnace and heating 
the house will create a small cycle even above and below these 
points. Nevertheless with a properly adjusted thermostat the 
temperature cycle can be controlled until it is barely noticeable. 


Our economic and political system is beset with many cycles or 
fluctuations great enough .to be seriously disturbing—even to 
threaten the very existence of the system and man within it. 
Such fluctuations are clear evidence of the lack of a proper 
governing mechanism in the system. This inadequacy in the 
institutions of government creates most of the acute moral con- 
flicts between individual and general interests. We have seen 
this conflict operating in the economic sphere; it operates equally 
in the political sphere. 


Moral Conflict in Politics 

War is a semi-cyclical phenomenon similar in many ways to 
economic cycles, and indeed related to them. The history of any — 
nation can be divided roughly into “pre-war periods” when 
things go from bad to worse, as in a depression, and “post-war 
periods” when things go from bad to better, as in a recovery. 
The turning point is frequently, although not invariably, war it- 
self, which corresponds somewhat to an economic “crisis.” An 
arms race corresponds in many ways to an economic deflation: 
every nation tries to improve its relative position by increasing 
its armaments, a process which renders everybody as a whole 
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all the more insecure. The conflict here between action in the 
general interest (that is, of humanity at large) and action in 
the particular interest of the national state becomes unbearably 
acute. In providing for its own defense each nation is adding to 
the insecurity of all and even contributing to the downfall of 
the great society of which it is a part. Yet in the absence of any 
world “governing” institution every nation feels that it must 
provide for its own defense, just as during a depression every 
business feels that it must provide for its own defense by liquidat- 
ing its assets, even though by so doing it is contributing to the 
very depression from which it seeks to defend itself. 


Principles of Governing Mechanisms 


Fortunately the principles of governing mechanisms are now 
fairly well known, especially as they are met with in so many 


sciences.* If anything is to be stabilized there must be first an 


indicator of the thing to be stabilized which is capable of send- 
ing messages showing when there is*‘too much” or “too little.” 
Secondly, there must be a controller capable of receiving these 
messages and acting upon them in such a way that “more” is 
created when there is too little and “less” when there is too 
much. Then every time there is “too much,” a force is brought — 
into play to lessen the amount, and every time there is “too 
little” a force is brought into play to increase the thing to be 
stabilized: The situation being controlled will fluctuate within 
limits around its “just right” position to an amount depending 
on the sensitivity of the apparatus. The thermostat, which sends 
more heat when there is too little and less when there is too 


much, is a good example of a simple mechanism of this kind. _ 


i 


Governing Mechanism for Payments : 

In the economic system a very simple governing mechanism 
could be set up to stabilize the total volume of payments—that 
is, the total amount of money changing hands in a particular 


*A detailed discussion of these mechanisms is to be found in Norbert Wiener's 
Cybernetics (Wiley and Sons, 1948), and a more popular exposition in the 
author's The Human Use of Human Beings (Houghton Mifflin, 1950). 
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period of time. We already have an “indicator” analogous to the 
thermometer in the collection of systematic economic statistics. 
By modern methods of sampling we are now able to get a re- 
markable amount of information which is accurate enough for 
our purposes at relatively small expense. Indeed, the improve- 
ment in the techniques of obtaining information which has been 
proceeding at such a rapid pace in the past two or three decades 
may rank as one of the major technical changes of the twentieth 
century. These techniques permit the establishment of govern- 
ing mechanisms and techniques of government which would be 
unthinkable without them. 

What we lack, however, is any clear, objective, or automatic 
“controller” which can act upon the information in these mes- 
sages. If we had an agency in society which would automatically 
act in a deflationary way when the indicator registered inflation, 
and in an inflationary way when the indicator registered defla- 
tion, some sort of stability would be established. 


Use of the Tax System 
Such a “controller,” as far as the total volume of payments is 
concerned, could easily be set up through the tax system. The 
collection of taxes as we have seen is a deflationary act. By re- 
ducing the stock of money in the hands of the public taxes 
operate directly to reduce the total volume of private expendi- 
tures and receipts (payments).* An increase in tax collections 
therefore reduces the total volume of payments and a reduction 
in tax collections increases them. With a pay-as-you-go income 
tax the total volume of tax collections could be adjusted quickly 
and easily by adjusting the tax rates. If the tax rates were linked 
to the movement in the index of total private payments, so that 
every time this index went up, say one per cent, tax rates in- 
creased two per cent, and every time the index went down one 
"per cent, tax rates went down two per cent, the total volume of | 
private payments could be stabilized within quite narrow limits. ae 
*Every payment is an expenditure to the payer and a receipt to the payee. In a : 


closed society, therefore, the total volume of expenditures is exactly the same 
thing as the total volume of receipts. 
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Such a system could be wrecked, of course, like any other, 
if too great a strain were placed upon it. It would not, for in- 
stance, survive the inflationary impact of a major war. For with 
every rise in government expenditure, tax rates would have to 
rise in greater proportion and would soon become politically 
intolerable. I do not believe, however, that there is any way of 
avoiding inflation in a major, even a quite middle-sized war. The 
inflation is part and parcel of the social breakdown which war 
itself represents. 


Complexity of Economic Stabilization 


Unfortunately the problem of economic unemployment is 
more difficult than seems to be indicated above, even neglecting 
the political difficulties of such a scheme. Stabilizing the total 
volume of payments (which is, I now believe, the only thing 
which can certainly be stabilized through the tax system) does 
not necessarily involve stabilizing either output of goods, em- 
ployment, or prices, though it renders extreme fluctuations in 
these more important objects of stabilization much less likely. 
A small output, much unemployment, and niggardly trade at 
high prices could give us the same total volume of payments 
as a large output with correspondingly little unemployment and 
much trade at low prices. A payment of $10 may represent a 
purchase of five shirts at $2 each, or two shirts at $5 each, or 
1 shirt at $10 each. With a stable total volume of payments, 
therefore, it would be quite possible to have widely fluctuating 
output, employment, trade and prices—the first three moving 
roughly in one direction and prices in the other direction. 


If while we are trying to keep payments stable there is an 
upward shift in prices two things must happen. Either trade and 
probably output and employment will diminish, or the stability 
of payments will break down and in the endeavor to prevent un- 
employment we will permit the total volume of payments to rise 
to take care of the higher prices. All too likely, therefore, a 
society committed to full employment and with institutions — 
which permit a rise in the price or money wage level as full em- 
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ployment is reached, may find itself also committed to perpetual 
inflation. This is particularly likely if a society has extreme diffi- 
culty in bringing about a reduction in the level of money prices 
and money wages, a difficulty which may arise in a nation with 
strong labor and farm organizations. 


Possibility of Continual Inflation 


These considerations lead to a somewhat discouraging con- 
clusion. Unless we can develop methods for rapid and overall 
reductions in the general level of money wages and prices from 
time to time, a policy of stabilizing employment may be achieved 
at the cost of a perpetually rising price level. If we can never 
have a fall in money wages and prices, we can never correct a 
rise. The rise may theoretically be prevented by a permanent 
system of price and wage control. Price and wage control, how- 
ever, has never been successful, putside a totalitarian society, 
except on a strictly temporary basis. Price control can work for 
a time because it starts off by freezing a system of relative prices 
and wages which have been developed by the sensitive opera- 
tions of free markets. The original price and wage system, how- 
ever, rapidly gets out of date as demands and techniques change. 
With present knowledge of administration it has never proved 
possible to catch up with the necessary changes by any system 
of political administration. The principal technique of bureau- 

_cracy is delay rather than rapid and sensitive adjustments. 


It is possible, of course, to adjust, as individuals and as a so-- 
ciety, to a continually rising price level, but the adjustments 
may be extremely difficult and painful, especially in a society 
like ours which has never really had to face the problem. In a 
society with continual inflation private pension and insurance 
schemes, private savings in the form of bonds or mortgages 
may be almost worthless. The problem of provision for the aged 
becomes one which must be solved either by family or by social 
“charity” since the individual finds it very difficult to provide 
for his own security. Unless the nominal rates of interest rise to 
heights which seem to be institutionally impossible in our 
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present system, “real” rates of interest will be negative. Bor- 
rowing and lending will seriously diminish, with a possible 
adverse effect on the rate of economic progess; that is, produc- 
tivity gains will decrease due to a decline in investment in 
capital goods. 

We have hardly begun to think about these problems. They 
may trouble the next generation as much as depression troubled 
the last. We should remember that inflation at a constant an- 
nual rate of five per cent, which seems small enough and has 
been far exceeded in the past few months, means an increase 
of thirty-two times in a lifetime. An annual increase of ten per 
cent means a thousand-fold increase in a lifetime. Changes of 
this magnitude can disrupt the whole fabric of a society. 


Two Aspects of Ethical Conduct 


To conclude, the problem of ethical conduct in economic af- | 
fairs has two aspects. There is first the relatively simple tradi- 
tional ethics of direct relationship of things to men and persons 
to persons—the old virtues of honesty, integrity, truthfulness, 
respect for persons and for property, industriousness, enterprise, 
and so on. This remains unchanged by anything I have said. 
These virtues are the cement which holds society together, with- 
out which any economic system disintegrates. Even capitalism, 
which seems at times to be deficient in the warmer virtues of 
charity, is built firmly on good faith and reasonable hope. 


There is, however, a more subtle range of ethical and eco- 
nomic problems which arise because of the closely integrated 
nature of economic society—because we are in fact, members 
one of another in the body of social life, knit by the blood — 
streams of monetary circulation and the nerve fibers of infor-— 
mation. These problems of social stabilization and control can- 
not be solved merely by practicing the ethics of direct personal — 
relationship. Our Christian faith requires us to understand the — 
more impersonal forces of social life. It demands the adjustment — 
of our conduct both as an earning and spending person and as a 
political influence to these more subtle standards of moral health. 
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Hail to the New Advance 


This is an era in which television in a Connecticut city takes 
"up more children’s time than does school, an era in which mass 
magazines such as Reader’s Digest have larger readership than 
all the Protestant magazines in America combined. It is an era 
in which one American corporation in 1949 spent more for 
public relations than the Federal government to carry on the 
battle of ideas in the world and eight times the funds to be spent 
during the first year of the new National Council of Churches 
for religious education, public relations, radio and movie work. 


The leaders of the Christian churches are just beginning to 
comprehend what it means to spread religious ideas in such a 
period. The church is, on the whole, depending upon’ the educa- 
tional tools of a pre-mass communications age. This is in part 
a strength and a weakness. It is a strength in the recognition of 
the importance of the personal impact of the consecrated min- 
ister and layman upon the people of a community. It is a weak- 
ness in the failure to recognize how that impact is reduced by 
the secular nature of the mass media of radio, TV, movies, 
magazines and newspapers, and by the inadequacy of the church 
press. ; 

The church press as it has grown weaker in comparison with 
the financial and circulation resources of the popular press has 
become largely ingrown, reaching the people who are already 
church-goers. The content of much of the Protestant press has be- 
come that of a house organ, narrowly institutional in its concern, 
tending to view wars, depressions and revolutions in terms of 
their effects on “our missionaries” and “our church attendance.” 


We are happy to see the consolidation of Congregational pub- 
lishing resources in one general magazine, the new Advance. The 
Council for Social Action pledges its cooperation in making the 
magazine an effective witness to the gospel in all its implications 

for the modern world. The C.S.A. staff plans to contribute ma- 
terial on Christianity and current social issues. This magazine 
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will support efforts to secure funds adequate for Advance to 
maintain a staff able to compete technically with the best com- 
mercial journals. 


The task which Social Action has set for itself cannot be done 
within the editorial framework of the new Advance, which seeks 
to provide short, popular articles to reach people who for the 
most part will probably be only casually interested in social 
action. The need for a continuous, regular series of study and 
action pamphlets relating Christianity to social problems was 
fully recognized by those who developed the new publishing 
plans of the denomination. 


Mail from our readers has indicated that Christians in every 
major denomination (Social Action subscribers are well dis- 
tributed through 26 of them) are increasingly concerned to find 
some adequate interpretative framework for making sense out 
of the thousands of claims, admonitions, and events that press 
in upon them, from the bus ads they read on the way to work 
to the news stories they scan in the evening paper before going 
to bed. Among Protestant social actionists has appeared a terrible 
sense of futility over the complexity of current events, over the 
bankruptcy of old theological slogans, over the great gap be- 
tween what the experts in economics, politics, mass communica- 
tions and religion know and what Protestant laymen or even 
leaders in social action think. 


We believe that there is emerging from all this travail a new 
synthesis and consensus for Protestant social ethics. We want 
to develop material which is not dated by the next price admin- 


istrator, which gives some overall perspective for the long haul — 
in Protestant social action, and which provides the fundamental — 
intellectual framework necessary for a new Protestant political | 


effort. We will begin this coming fall to publish Social Action 


as a series of six pamphlets a year. Each issue will be several 


pages longer in format than the present magazine in order to 
make room for discussion guides, reading helps, action sugges: 
tions. The first series will be planned to stand together as a uni 
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so that at the end the reader will have some basic framework 
of analysis on the theology and philosophy of social action, eco- 
nomics, domestic politics, world politics, mass-communications, 
the church in the local community. We believe that there are 
thousands of laymen and ministers aware that if they are serious 
about relating their faith to the modern world they must find the 
time to meet as small study groups seeking some consensus for 
action on the crucial issues, and aware of some common religious 
loyalties and social analysis that bind them together. 


—KENNETH UNDERWOOD 


CSA EUROPEAN SEMINAR 


A European Seminar is to be conducted this coming summer by 
Dr. and Mrs. Ray Gibbons. I can speak with some authority on 
this subject because Mrs. Reissig and I led a similar seminar last 
summer. 

We envy the leaders and the people who ate going. For seven 
months, now, we have been talking and writing about our eight 
weeks in Europe, about the prime minister whom we met, the 
leader of the government party in Italy, the officer of the trade 
union in the suburb of Paris. And, of course, we remember often 
that marvelous ride through the mountains from Italy to Austria. 

You can’t measure the value of such a tour-in terms of dollars. 
You have experiences that money can’t buy, that books can’t pro- 
vide, that speakers can’t give you. 

Have you thought of going along this summer? The leaders, as 
I happen to know, have already spent many hours planning to 
make this one of the best of all European seminars. They are in 
touch with key people in England, France, Germany, Switzerland 
and Italy—representatives of Church, Industry, Labor and Gov- 
ernment—arranging for them to speak to the group and answer 
questions. Judging by the people who have already registered, it’s 
going to be a congenial and keen group. 

The Seminar is officially sponsored by the Council for Social 
Action. It begins June 26 and ends August 9. Twenty-two people 
have already registered. There is room for five or ten more. The 
cost will be under $1100. You will never regret it if today you 
send your application, accompanied by a deposit of $100, to Dr. 
Ray Gibbons, 289 Fourth Avenue, New York 10, N. Y. 

—HERMAN F. REISSIG 
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Oh Hp: Akan 


I have been robbed and so have you, my friend, if you are a minister, 
teacher or some other salaried worker of fairly fixed income. The 
money in your purse, your bank account and your insurance policy 
are only worth about half what they were ten years ago. This week I 
received the final payment on my loss when the local bank closed 
in 1932. But what I lost in that bank failure is insignificant compared 


to what I have lost by inflation. 


Who is the thief ? When I read Kenneth Boulding’s Social Action 
article I started my own, one-man investigation. Was the culprit Labor 
because it demanded escalator clauses and because its representatives 
walked out of the defense mobilization organization ? Was it the Farm 
Bloc which insisted that food prices should not fall below one hundred 
per cent of parity? Was it Business which increased manufacturing 
earnings fifteen per cent in 1950 over 1949? Or was it Government 
which delayed tax increases and fumbled with controls? No one group 
could be held chiefly responsible, I discovered, for behind them all rose 
the spectre of Mars, the ravenous destroyer of wealth. As Dr. Boulding 
well states, ‘“The inflation is part and parcel of the social breakdown 
which war itself represents.” 


Again this analysis indicates the inadequacy of the practice of the 
simple virtues of thrift, industry and honesty to deal with the eco- 
nomic issues raised by modern society. War and inflation require 
public, responsible action over and above the decisions individuals make 
in managing their own private affairs. Mars, unlike Goliath, cannot 
be slain with a sling-shot. A new level of public responsibility and 
ethics for government fiscal and monetary policies to bring inflation 
within manageable limits is required. Our church leaders can help to 
create the public morality for arresting the great thief Inflation and 
the arch destroyer War. 


